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iUlDual ONE rate increase. in line with the n.te of expea:u;e inflation. Capital
costs should be c~uted as levelized values over the life of plant, so that a

-._,' constant UNI price· remains 11' effect \U1til suCh time .s p~icea are negoti..ted
again by the parties.

Ma. CONWBLL'S UtiU'l"rloL or· A'U'1' TSSTlKONY

T••tiIllCDY - SWB'r'1I COllt study ....thodologie. were developed during .. tu-e
when higb degrees of precision were Dot required. Rebuttal - SWBT bas produc:e<1
cost information that is aufficienUy precise to set Z'easonahle r ..tea. In
addition, SWBT bas improved. its coat studies by adoptil19' new tools. .,re
sophisticated cost modele and new data sources.

~e.tt.ony - AT&T oomputed new capital cost factors using • lower CO.~ ot
money. Rebuttal - SWBT compared its capital cost factors with the factors AT~T

used. AT&T'. proposed capital cost factors are eub8taatially lower and would
result ill lower ONB cost est_tea and rates. AT&.T'. capital coat factors are
not valid. They are based on earlice lives which are t.oo 10Dg' &J:Ui whicb. wou14
result· iJ:a huadequate capital recovery. AT.T a180 used a lower cost of lllODey.
These ttllO factors - longer service lives and lower cost of lIOIl4Iy - ;roduce
capital cost faotors which are inadequate for SWBT to recover capital investment
and earn il fair return on investment. The key changes which AT&.T _de iii in the
lives of circuit equipment, buried cable and underground. cable. Tb. live.
rec~ded by AT~T for these key plant accounts a~e entirely eoo long and woul4
result in inadequate rates for unbundled loop. and otber neewoZ'k elements.

Testi.cny - SWBT'a maineenance expense faceors result in double recovery
of some costs. Rebuttal - The is.ue raieed by AT&T relates to non-recurring
costs of provisioning network elements which are included in the ..int8PAOce
expense factor8 and in SWBT'S .non-recurring cost studies. ODly the cU8t~r

initiated rearrangement and changes a~e represented iD the DOD-recurring cost
study. iU1d only a ponton of these ore to be billed to ATr.T and other campedtive
local eXChange carriers ( -cLECs·) . If on adjustment i. to be .ade to tbe
maintenance expense factors, it should be based on only rearrang~t aDd chang
expenses caused by network element p~evlsioning. Ideptifying tbis amount is
difficult. While it is "conceptually· cor~ect to remove non-recurring,
provisioning costs tram the maintenance expense factor when these costs are
recognized in ~eparate non-recurring cn.rge8. it does not necessarily mean that
maine-nance costs are being "double-recovered.- There may be ci~cum.tonC.8 in
which the forward-looking, LRIC maintenance e~en5es for a ne~work ele~t are
well below its current, actual maintenance expenseS.

.~

Testimony - Rather than modify SWBT' 5 maintenance expenlll! factors. no
separa~e non-~ecurring charges should be assessed. Reb~ttal - Non-recur~ing

charges are essential for SWBT to recover the costa of processing CLEe orders for
ONEs and provisioning costs. Eliminating non-recurring charge. prevents SWBT
from assessing CLECs non-recurring coats as they occur, the~eby subsidizing their
entry into local ~elephone service .

Testimony - ATkT indicated that the Commission previously had adopted its
posieion that 20\ of testing expenses Are avoidable with reaale and, therefote,
a portion of testin9 expenses snould be removed from the maintenance expense
factors. Reb~ttml - No adjustment to the maintenance expense facto~. Bbo~ld be
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Made for testing'. Nr. Segura, 1I.TiIr'. non-recurring ooe~ witne8s, inr:licated weh
tests are necessary in SWBT' a actual network, ~a~lwr thAD the hypot.he~1ca.l

network assumed in the ATilT c08t etudiea. Tbc aCljuet.ent ..ade ~o rUlQVe :zot of
te.ting expense. trom ..int~c. expenae factors i. inappropri~te and would
under_tate the f~rd-looking cost. Of MaiD~.D&nce.

' ••tiaoay - AT'T indicates that work papers were DOt p~iQ.4 'for tbe
general purpose computer maintenance expense factor, ATI.T clailU that it
calculated a factor which 18 lover than the factor c~lcul.teCl by SWBT. a~utUl

- SWBT'. maintenance expense factor 1s correct. It provided work papers
supporting the ...intenanc. expense factor for general puzPOS. cuaput.r& in reply
to Data Request Bo. 10.1, dAted 1/20/", '!'be lIli11Dtena nc. expanae fActor ~ted
by AT&T 1a Qpproai.uu~.ly four pereent:Ag_ point. lower than SwaT'. tactar aDd va.IlI

estimated incorrectly.

Testimony - Certain support asset costs are included in bo~ labor rateS
and support asset expense factors. Rebuttal - Plant work groups, euch •• outside
plane and central office technicians, utilize MOtor vehicle. and ~re supported
by garage work equipnent, general purpose computers and other .uppo~ ..sets.
A specified percentage of salaries and wages is included in plant labor rates to
<lecount'for salazy-related support asset costs. When the labor rate is used to
compute the cost of previsioning or other 4ctivity, support asset cost. are
recognized. These same salary-related support asset costs are included in tbe
suppo~t asset expense factor, along with plant-related support asset costa, which
are not includeCl in the labor rates. However, any -double-counting" is.
insignificant.

..--....../

.,,-,,/

Testimony - AT&T completely elimlnated the sa14ry-r.l4te4 support as.e~

expenses from SWBT plant labor rates. Rebuttal - This approach is unjustified
and inapp~opriate bec4use the 5alary-related support asset expenses indeed are
caused by labor activities and should be inCluded in labor rateS. If aD

4djustment is to be made, it should be to the support asset ~8e faotor. ~.

adjustment will have a minor e[fect on UNE costa.

Testimony - SWBT f4iled to p~ovide adequate &uppore materials for the power
factors. .ebuttal - SWBT provided such support materials in a document titled,
~Calculation of Commo~ Equipment Factor by Account - Oklahoma - Ind ,of Year
1995.- It shows the calculation of common eqUipment facto~., also referred to
as ptIwer equipment factorl!l. This dooumentation covered gener~l purpose
computers.

Testimony - AT'T suggested that SWBT should have used a 5in918. unifo~

building factor for central office switching and operator sy.tems, whiCh may
require different types of construction and which ~y have different costs.
Rebuttal - Thie is not a significant issue. AT&T recogniaes, all SWBT does, that
central office equipment of the same capacity takes les8 building space thaD in
the past. However. growth in circuit equipnent and other requirements MVf!
consumed space so that SWBT does not nave excessive vacant space in network
building~. In this envi~orunent, the building factor provides a reallonatlle
estimate of the forward-looking cost of buildinSs necessary to .atisfy the total
oemand for buildins space,

-46·



11/20/00
NO.OO4 004

.........

J

T..tUlDny - !iOn-nec;work building coah should be excluded fre:- the building
factor and .oms .llowance should be made for collocatloa rent.. aebu~t.l - If
non-network building_ are excluded from the building factor, their c:.apital caeta
and ope~ating expense. .bould be Mde4 to the support alJ.et expena8" • Ar.T
agrees that leaving the. in tbe building faQto~ is • MOre practical solution.
Irwtdequ,ate data exist to ."tiJIUJ.te the .in\pact of removing a portion of :buildiDg
iD"..bftent for celloeatioD 8p&C1iI. The adjugtment would DOt lMterially affect: tba
buildiq factor.

Te.tt,IIIOGY - Inveetlllent in radio equiplIM!Dt should be included in t.be
build1ng factor calculation. Rebuttal - Ubli~e evitching .Y8~ane aDd ~i~cuit

equipment, which a~e largely housed in buildings, lllUeh of the radio plant
ccaailJtll of Z'ac2io tow.ra. ante-noll and other equipment outside buildings. Sa.!
radio equipment, though, is housed in hut.. consequently, a portion of radio
investlllent may be included in the building factor calculation.

Testimony - AT&T objects to recognizing inflation in plant coste &I1d
operating expense.. It reC:QRIIlIends diminatin9 SWB'l". inflation factor. fZ'Olll the
tJN2 .eudiea. Jlebuttal - AT.T incorreotly argues that infladon :La alrea4y
captured in the ~ate of return included in SWBT'III cost studies. While ~ COllt

of money i. affected by the inflation rate, this does DOt ilCcount for ia.flat.iou
in plant eoets and operating expenses. The inflation rate affeot8 inv.at.or
perception of opportunity costs When ca.pital is invested in SWBT and therefore
affects their required rate of t"eturn or cost of llIoney. SWBT experilUlces
increasee in the costa of INterials, labor and other resources which at'e
reflected in the inflation rates used in the UNE cost. ThUS, it would be
inconaistent to reflect inflation iD the cost of money and not reflect inflation
in the cost of resources. The inflation factor. used in SWBT cost studies are
not. excessive. and AT&T supplies no data to the contrary.

Taat.illl&'.lDy - Substantial support asset expenlles at"e double CO\IAted. in
SWBT'I; labor rate.. r«tbuttal - The portion of support ••set expenses, which ~e
captured through both the support asset expense f.ctor8 and plant labor rate.,
is sma.ll. only sal-.ry-related. 8UPPOTt asset expense. ilre inc1.uded in both the
factor and labor rates. The labor rates are not used for plant repair and
company-initiated rearrange~ent and changes. Thus, none of the support _.set
expenses should be excluded fr~ labor rates.

~ Testimony - commiasion payments should b. includ@d in the premiua cost
component of labor rates. Rebuteal - ComMission. or incentive pa.ymeut.s that are
not applicable in the Wholesale environment should be excluded frem the prtmliUlll
cost component of labor rates. Other premium costs should remaill (e. g., premium
overtime pay, other special payments).

T••tillOny - Distinct labor rates for oVlirtime and premiUll\ time should not
be used by SWBT in stUdies for Time and Material Charges and Maintenance of
Service C~rge6. Rebuttal - Negotiated separate rates chargee CLBCs for work
requiring basic. overtime and premium time must be based on cost. which reflect
the higher co&t:s of labor during overtime and premium time. LaDer rates used to
develop t. ime and materiiill c;harges or ma.intenance of service ch..rgee, when
over~im~ and premium time are not required. should exclude the as~ociated costs.
For o~her activities in which basic, overtime and premium t.ime activities ar. not
di~tinguished. it is COrrec~ to use SWBT's usual labor rates.
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T••t~ - AT"'!' eriHci:ze. SWBT for inelu4il'g certain eaq;,ute:r 1Ilveat:lllenta
specifically in • few C08~ .~u(l1es but including all Weneral COlIIPuttsr inYe8t..-nt
in the support: aSset expense factor. Rebu.ttal - The Operator Support Syst..- and
LiDe 1:lfon\Atioa DatabaH CClIIIpUter coat. are appropriately included 1n UW co.t:.
8t\l4ie8 becauH specific canputer resource. are requi1'ed ~o ~t tbe.e -:t8t...
which will serve eLSe.. All general pUrpose computer UJve.~t &pplOpriataly
ill represented in the wpport asset expense factor. HQWInI'er. to say that fIWB'l'
baa double-counted t.hese investments impliea a IIOre ••doua i$8U8. '!be Okla:tac.a
support a.set expenae factors reflect a de ainiNu. level of weneral purpo.se
computer iDve8tJnant. JlenloVing thb amount would bave a negligible effect 011 the
support ...et expense factors.

T.aU,molly - The OCC Staff contends that. SWBT'. use of Ii~ivor curve•
.../ overstates mm costs by adding investment. to ~Uce p1pt retirtlllMmt.••

Rebuttal - In comput.ing depreciation factors, SWBT uae. ~e Equal Life Group
dep~eciation ~thcd. which more effectively matches capit.al recover,r with the
depreciation of plant than other methods, In computing levelbed capiul co.t
factors, SWBT ~ighted depre~iation and the other capital coats bas.d-on the
·time value of money,- Depreci~tion rates in tbe early years are given 9reat-r
weight than ~bose occurring beyond the average service life. which raise. the
depreciation factor, ~t effectively lowers the cost of money and income tax
factors. The use of survivor curves is correct, and SWBT should continue using
them to compute capital co.ta.

Testimony - OCC Staff reCOlllll1lU1ded that cClIllpUter coats be ·seroed out" fre
SWBT' 8 ncm-rec:urripg cost 1IIOde18. Rebu~t&1 - TAb adjuatlN!ll1t 1. Dot appropriate.
Computers support plant and other labor groups lnvolv~ in CLEC .ervice order
processing and ONE provisioning. These activities contribute to COllPUtex plant
requirements and costs. AT&T witness Segura seems to agree that computer co.ts
are associated with C~IC requests for UNBa.

~5

... J

Testimony - OCC Staff recommends basing the building factor on historical
building investment. Rebuttal - ace staff's rationliLle for a lower bUilding
factor, based on historical investNent, is lIot reasonable. The current and
forward-leoking mix of switching systems, circuit equipment, and other network
equipment require the hvel. of facilitie_ in place LOday. It 18 CODlIDOnly
recognized that building costs per square foot have risen over the years.
AssUllling that construction costs have not changed over the year. is un.jul!Jtified.
The recommendation to leave building investDlent on ~ embedde~ basie. when all
other plant is required to reflect forward-looking technologies aDd costs, is
arbitrary and intended to produce lower UNE co.ts and rates rather than to
consistently apply the requirement. for LRIC cost studies.

HR. CONWELL'S llEDUTTAI. 01' COX OXLAKOKA. TJIt,COX '1"J!lST%XONJ'

Testimony - Cox criticize. SWBT's ~int.n~ee and administr~tian (support
asset) expense factors for being based on hi6lDcical COit inCormation fr~ a
sinqle year. It argues that SWBT'. maintenance anc! support aSliet expense factors
are based on operating expenses for the year 1995 and do not recognize ·cost
reducing trends in labor and capit_l productivity.- Rebuttal - At the time of
the ONE cost studiee (19961, the cost a.t_ for 1995 represented the most current
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~j,.ea'l year :il1foa:-.tiOD. Recognising the mm rata. for lIIhiCh coats _~. being
developed would apply ~o • future period, SWBT ad;u.ted the 1.'5 -hi.tarieal-

__ j ciat.. to reflect average coatll over the forwa:rc1~looking 199'-199. peri.Od by

applying a small .-aunt of inflation to the 1995 cost data. Rather tAul being
ouc:-dated, the factors reflect recent resource COSUI 'aDd pr04uc;:tivity ill
repairing and rearranging plant'. SWBT recognlzea foxvard·looking tecbftologies,
whieh over t~ are expeeted to have lowe~ opc:ratq expeoHS.

Te.t~ - SWBT' .. building factor 18 MOre than double what ~ Witne&8 Dr.
col:li,D8' experience indicate. i8 appropriate. lI.ebuttal - The building factor
reflec:~11 the c:urrent or forward-lOOking relati0P8blp between building costs and
tbAl! costs of plant bound ill buildings. Dr. CollilUl IDU.~ be referri,DW to the
r.lat1oD.h~p of ~hRdded building CO$t. to plant invese.ent, bUt this factor
would not comply with tha ~i.sion'8 definitioD of LaIC for ONEs.

'1'•• t:imoDy - Dr. COllins railies numeroue CODCerna regaNiog the CAPCOST
madel SWBT Qed. Rebuttal - These concerns show that Dr. ColliIUI either boa- DOt
thoroughly :revitnted the model or do•• not understand itll ocmcepu aIId methcd8.
Neverthele8.~ thia is not: aD iSBue because Cox, along with other parties to tbi.
proceeding, stipulated to SWBT cost models, inclucJ.ing CAPCOS'l', in tbeir agreement
dated 11/26/97. .

'l'e.tilDony - O»r: p~ented ita own TELRIC results for an unbumiled 8db leap,
which were .ignifieantly 1••• than the costs of SWDT. In Exhibit FRC-2. D~.

Collins substitutes SWBT's. value for annual expeasc inflation of 2.St ~ith a
revised figure of 1.~4'. Rebuttal - This difference is alleged to be d~. to
proelucti"hy improvement. However, this difference is not substantiated. III any
eveu~. this adiu8t~t for productivity improvement has little impact an UNB
C05tS. The ann~l cost factors (-ACFs-) computed by Dr. Collins and 8~ in
Exhibit FRC-] of his testimony are incorrect. Specifically, tbey presume plant
5lervice lives Which are too long, il cost of money whioh ia too low, and. IftOst
importantly, tbat SWBT will be able to iDcrease ONE prices at the rate of
inflation every year. Theee p~esumption8 ~e.ult in ACF& that are iDSufficient
to prope~ly co~uee unbundled loop costs or other ONE costs.

Other parties. including Chickasaw, generally raised the eam. issues rai8ed
by AT&T and cox.

- S~rr of Cro8.-Bx&m1na~ionof W. Craig Conwel1

Mr. Conwell filed direct tntimony of his own,' and was also asked to
sponsor the testi~ny of Mr. Bill Barfield on COllt factors and labor rates. He
was asked to sponsor Mr. Barfield' 8 testimony on about March 2. 1998; he
testified in Oklahoma on March 10, 1998. Itt. Conwell also WX"ote rebuttal
t.estilllOny.

Me. Conwell is an outside consultant. He hail never workecl all an eqJloyee
of SWlIT, and did not participate in the c~.ation of any of the SWBT cost l!Itu.diea
filed in Oklahoma. He did not enate any ot the inputs, 1101' did l'1e help an)'QDe
.~ SWBT with the inputs. In particular, Mr. Capwell did not participate in, or
••sist Mr. Barfield with. the development of the cost factors and labor r~tes 1n
Oklaholl'lo1..

<..J
-49-



11/20/'00
NO. 004

In Mr. Conwell's own direct testimony, h••tatad ehat be was in a better
position to conlIent on the cost -etbods and models ~hAD the parti.cular inputs_
Mr. Conwell has DOt run .c.e of SOT' II conPu~er IIOd.el. whoae logic ha clailU is
reasonable, inclucUng' ACES, COSTPR.OG and LPVST.

In Mr. conwell'. direct testimony, be stat•• that he fOUDd SWBT'. labor
ti_ ••tiMtaa to be reuooable. In hie reWtt.l t ••tiaaoAy, Mr. ¢oDwell adIIit..
that coan1lJ8iOOB 8bou.ld ~ .-pply in the premiua ti_ loading ealeul.at.iClll of the
la!x>r rates. OA repeated que8tiOiling. Mr. Conwell would not .ay tbat the l~r
~atcs are reaaonahle if 4:OIIIIIIi8.10ns are included.

111 bi. direct t.e8t.t.ony. Mr. conwell attached a pap.r entitled -DeIlCriptiCD
o~ unbUD41 Pd llet:vork Bl4llDalt <:oat Studi.... ,., '!'he word ·Oklahc:-a· csce. DOt appear
in the actual t.xt of the" paper. only the table of content. aD4 appeDdiz. JU.
CaDwell admitted that he prepared a prior versicn of the paper for -.nother SIIB'l'
jurisdiction. and ~. ask.ed to revie"and update the paper for Oklahoma. The
paper was dated ~Ugu8t 28. 1997. '1'he paper does oot reflect the July. Ui7
cbimge in the ~CBS methodology. and Mr. Conwell admitted be cU.d not Jcnow of the
cban.ge.

Mr. Conwell refused to COIIIIlIent on the propriety of the operator work
seconds methodology whel:eby SWBT proposed to chaJ:ga AT"T tOl: SWBT'. negotiation
of opera~or service. contracts with other LEes.

Mr. Conwell's paper 8t&te. tha~ the mainten~ce factor cost studies are
performed annually using information from SWBT'8 financial accounting .yst~,

although he admits that the OklahQlll& mainteDaDCt!I factor i. based on U!ilS
financial data.

Mr. conwell admits t.hat to run SWBT's support asset prograRl, it i.
necessary to have data from all five SWBT 8tates.

Witb regard to the coat of money stipulation of 10.0\ re.c::bed by SWBT -.ad
AT"T, ttt. Conwell acknowledged that the CAPC08T program would neec1 to be re-run
with the 10. ot input. Mr. Conwell ac2lllitted that the CAJ'COBT progrllJl\ would need
to be re-run if the ace deterrninecl tbat the depreciation live. sponsored by SWIlT
witness Jane Knox were lno:ppropriately long.

- Mr. conwell conceded that the maintenance factor calculation sbould be
adjusted. SWBT used all of its M-code accounts in computing the maintenaDce
tact.or. but in response to a RFI, SWBT perfonned .. study that conclllded that J1t
of the to~al dollar8 in the M-code account. actually reflect S~'. own pon·
~ecurring activity. Aooordingly, SWBT w•• aekin~ CLEC& to pay tor it. own non
recurring aotivity in appliCAtion of the maintenance factoJ:' as originally
computed. This adjustment va. not taken into aCCO\U1t iJl the Settlel'lent between
SWBT, Cox and Staff.

tn his rebuttal testimony, Mr. conwell admits that certain support asset
costs are included iJ1 both labor rateS and the support asset expelUle fact.oE' - Mr.
Conwell fur~her admits that radio equipment that is associated with buildin~.

shOUld be accounted ror in the calculation of the building factor. SWBT did not
d.o so. M~. conwell concedes that some of SWIlT's computer investment are
specifically identified in SWBT cost studies as well as accounted for in the
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eupport .aHt expense factor. Hone of ~heee adjustftlent. were -.de prior to the
Settlement between SWBT. Cox and St~ff .

..__ ....

Mr. CQDwell statu ill hie rebuttal, testimony that SNBT~ WNd a fOl:Ward
looking ~x of technologies that will result in lower UDi~ coa~.. ~. CoDvel!
bas· read SWBT witnes8 Dale Lehman's testtDony that .ay. that tbe
telecc:'lllllJm1ll1~ati0D8 industry 18 • declining COIJt 1ndUllta:y. Yet SdT doe. DDt
apply a Productivity offset to the intlatlon factor used in the cost atudie•.

Mr. Cauwell te.tified that be believed that Telephone Plant IJldieea (TPI I ,
used by SWBT in the development of ita cost factor.. are foxwaz:d looking. Mr.
Conwell admitted. however, that TIII ia historical ooet. data. Mr. Conwell stateeJ
that the digital Bwteehing coste vould increase ba&ed on SWBT'. cost fac~or

calc:ulatious using tbe 'l"PI. Mr. Conwell waa unaware. however. of the teatimOny
of AT&r.T ",itn••• Cathy Petdnger which showed that di!Jit.al ~itcbiJl9 costs are

'-' decliniDg.

FiDBlly, Mr. ccnwell admitted that some of the $'4.190,912 in OklaboU
lHllary expena8 h double-counted in the developllleDt of the support ..set factor
ana the labor rat••.

In her direct testilllOny in POD 97- 213 • SWBT vitMS. Barbara A. SId.ta
testified that sbe i. Area Manager-Product Coat DevelopJ1lent, Anillysis and
Regulatory for SWBT. In her testimony, she e~lained the proces. and proper
met.hodology to use in developin9 cost. for UNE& and for interc:onnection service•.
She also explained the co.t studies which were used as the basis for pricing
these ONS••

mmmmLBD HB'rMOU zu,EHBN'l' AIm
J:HTZRCONNBCTIOlif Snnc;B COST JIJI'fBODOLOGY

COnsistent with CAe t65:55-17-25. SWBT submitted Forward Looking Long Run
Incremental Cost st.udies (referred. to •• TELRIC by tbe FCC' as a basi. foZ' the
prices set in ehb proceeding. These studies are dJllilar to traditional Long Run
Incremental Cost (LaIC) studiee SWllT baa filed in Oklahoma in tbe past.. The
increment used in determining these c,ost. is the entire iDcremeut of <homand.

Under OAC 165;55-1-4, LRIC is defined aSI

"-._.'

'J

Long ~ incremental COlilts (LlUC) means the long :run forward. looking
additional cost caused by providiag all volume 8en.iti~ and volune
insensitive inputs required to provide a servi~e or network element
offered as a service, using economically efficient current
technology efficiently deployed. LRIC aleo equals the coat avoided.
in the long run, when a ee"ice 07= network .lement offered. as a
service is no lopger produced. LRIC excludeg costs directly and
solely .ttributable to tbe production of other services or network
.lement~ offered as services, and unattributahle costs ~bich are
incurred in common for all the services .upplied by the firm. The
long run means a period long enough so that the cost estimates are
b~sed on the assumption that all inputs are variable.

·S 1-



11/20/00
NO.OO4 009

A TBLRIC study ill a type of LRIC 8~ud.y used ".pacifically to cllrYelap cost-a
for re.pective ONBs. TKLRIC coats are the foundation for prices set 111 a
coatpetUive u.rk&t and provide incentives for competitive 8At~. The
TeleCOlNmDic4ltion. Act of 199i r-equire. that prices for OJIEII &lUst be -:baaed QQ

their ~••pecti",- coat.. However, there 18 an ongoing 4ebat.••• to wbetbar coets
. should be speculative or .houle! be limited. to those QOsts act\Ullly iDeurred by

SWRT for the network it will unbUndle.

SWBT aul:»aitted., 1a Mr. Cooper'. teetimony for this p~e.d.ing, actual
embedclecl coat 8tu4iea for three IIl&jar UNBs. These &tudies can be u.ed ... check.
for ONB case. developed by tbe fol'WU'd looking COIK. modal.. FoZ' aany~. SWBT
h4l. submitted LlUC etudlel iza Oklahoma for tariff purpose.. The TEL1lIC etudy
UDeQ here 1. £or UIQI: eost purpolles specifically. ~ese cost studies are based
upon real network characteri.tics for OklahOll\a.

... _~.",.

""--..-.../

The proces8 .by which SOT' B (;olt studies have becza produC!ed is:

• conceptually .ound
• provea and Z'eliabl.
• logical and under.tandable
• reflective of the COlt of • real world net.work in teraa of

funrJamental factors, such u loc:atioa of cuatcmer. and wire
centers, lengtb of tubscriber loops, existiag routes, azui
traffic patterns

• based on extensive documentat1oa
• capable of being validated
• capable ot easy staff reView.

In calculating UNE co.ts, SWHT analysts answered the question -What would
be th.e forward looking, long' run increllental co.t for .. Detvork eluaDt,
reeognizinq SWST' s existing network, and using the JIlO8t .fficient currently
available technology and operating practices?·

To develop the C05t of a ONE, first SWBT dete~n~d the plant iDvestmeat
required to provide a network element. PlCUlt investments were then divided by
utiliz~tion to projeot a reasonable amount of filled plazat expeeted for t.he
contract periOd. Second, capital coats and operat~ expenses were applied. to
derive the annual costs.

SWBT u5ed several models, inclUding indu.try-5tandard model_, to develop
its cost stUdies tor this proceeding. Models are nec•••ary to reflect SNBT'.
current Oklahoma network. Indeed, each JllCdel us.d to develop the cost studies
for this proceeding is apeeific for SwaT's Oklahoma opera~ione.

Porw.rd Looking CO/MlOn Costs -~ SWBT has developed a coat st.udy th&t
identifies forward lOOking common costs. Coamon costs are those that CaD not b.
attributed to any single element or service. These cost. inclu4e wbole»4lle
market ing and eeNices; netlolOxok operaticms; general supervision; and exec:utive.
planning. and gen.ral administrative expenses. Common co,ts aeaociated with
wholesale functions are appropriate for recovery from UNEm. Retail coets should
be eXCluded from the development 0' rates a8sessed to intereonneeting ear~iers.

However. common C05ts by their very nature are not directly assignable to resale
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ilnd wholeNl!! function.. 'l"heRfQre. Ii J:"lIltio _8 develcped to rellCWe the retail
portion of the C:01IlMOn costa fran tOOlie applied to 0NE8.

Individual ca.. BUb (XCB) pricing -- 10 pricing ia ~ed'to c:aleulat. the
specific coat of providing a .ervice at • specific location or for • ~cific

cu.tomer. Certain price. filed' ill July 1997, a. part of toM.• proceeding, were
calculated. u8ing an tes. Based on the unique Char.cted.t.ica of tDe' .el'Vi~
r~••t.d, SWBT nRtwork equipment and facility engiDecra identify the faciliti••
and equipaent required to provision the requ••t. Atter the equiPD&Dt and
faellitie. 1nve8~t i. determiAed, annual coat factors (which are the same as
nan- ICB costs) are applied to develop annual cost. and operating axpeues. The
maior factors dete~ni:ng whethe%' a 8ervice should be offered. an aD XCB are ve~

low demilll\l, the wide co.to v~E'iatiOIl~ CUBt(llNl!rll who request the .ervi'i=e, .and
the unique characteristic. of the elellleAt or service requested by the cWiltoaer.

Ms. Smith'. testimony describe4the following major ONE cost stu4ies:

• The purpose of the local switching cost study is to identify
the forwaxd looking, cost-pe~~minute of use for local
9;,1 tc:hing . Loc:al 8witching p1:'ovide. the origiBaU.ng .",i tc:hing
in the end office. ~hi8 study includeA all the co_ts tor end
office switching, except for the port•.

• A 'ONE port contains line or trunk te%1lLinatiou. equipment that
provides access to the switch. port. provide basic
tunctionality of SWBT ' 15 network switching components. MS.
Smith sponsored several port cost studies to support pricing
for tbb ONE.

• The wwundled <:ommon transport study develop. the fontard
looking recurring costs for message traffic (i.e., local and
t.oll c:alling). Costs are expressed per minute of calling.
Common interoffice transport occurs when the local
communications traffic of another local service provider (LSP)
i. combined with that of SWBT onto a local c~n transmi••ioa
facility or trunk group.

, .
'''-... ../ •

•

SS7 cost studies develop the forward looking recurring and
nonrecurring cOSt5 associated with providing a STP port. SS7
transport, and service. that a.re provided over the 8S7 network
Architecture. A LS' needa as? functionality to perform trunk
signAling between central offices to set up calls aI1d estabUah
communication paths.

Operator services cost studies were conducted to determine
pricing for those functiort& that will be available to LaP. that
go not provide their own operator services.

~~tached a8 Exhib1t A to M5. Smith'S testimony was a chart summarizing
the•• and other cost stu4ie. sponsored by Ms. Smith.
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MIf. h1itb also adopted the direct te&i..u.ony of LiDda L. Robey pnviouly
filed. in PUD 97-21.3. K8. Rabey WCUI Area Manager for Product Coat Development. an<1
Analyeis for SNST bUt. has been rea88iiUec! to a. special project aDd. as a res~lt,

was DOt available to t ••tify. The te.~imony Ms. Saith adopted discussed the
re'CUrring IIPd AOIlreeurring costs .sacci.ted with (1) accsSIl to Ope1:'ati=al
Support Systems (OSS). (2) provisioning unbundled network el~t. (UKEs), (])
maintenance of aetViee for ONE. anc1 (t) UIllC and matedal for repair of .qulpal8Dt:
provided by local service provid.er or end-users. In partieular, tnt. ten1J8ony
covered the forward-looking, long run incremental cost stucUell for tbese
el~t.. Tbe _thod.a 8IIIployed in conducting these cost atudiea _r- previOUSly
described in Ma. Smith's testimony.

OP~TJ:OHAL JilUPPOR'r SVR'f'BMS tOSS) COST SruDY

This 8tUdy identified the Closts •••ociated with providing ace... to SWBT' II

OSS for Local Service Prov.i.d.erll (LaP.) .. The coati an specific .-nd exclusive to
the installation of the equipaent and development of the interfacaa that provide
thia access, as vell as cagoiDg ~ification and aupport tor Chi. equipmen~ and
these interfaces. '!'he V4lrloull .ethOds of acces. t.o OSS were de80dbed in detail
by Elizabeth NUl $.n ·her direct testilACDY.

ongoing cost. in the ass study iDclude:

The Remote Access Facility (R.\F) was created for use by liSPS as tohe 1Ilei!Ul8

needed for their aeC8alli to OSS. The RAP' has two coat.: (i) eo.t Per Port, which
is the cost aasociated with the investment in phyaical e~ip.8nt necessary for
LSPs t.o aCCIl.8 SWBT'I!I oss; and (!i) ongoing Coet Per Port. which i. baHCl aD !:.be
number of hours required per month t.o support and maintain tbe physical pot;ts.

ongoing Operational Coats include tbe per.onnel required to proV'id_
software and hardware IIUpport and security lMintenanc:e for t.SPe to access SQT' 8
oss.

HelpDeak eoats inclUde the costs to assist LSPs with network coanectlvlty
and application access problems or questions. The lahar cost ••sociated with
staffing the RelpDesk operations compri.e the cost per mont.h for this service.

COST STUDY FOR UNB SERVICE ORDERS

This study identified the costs tor the manual processing of a service
order for unbundled network dements. (Sufficient data do not yet exist tc study
mechanized 8ervice ordet; processing.) Covered b)' this study are liIeNice· oJ;'ders
for (1) new service. (~) service disconnecc. (3) a service cban~e (a request to
add or change a service on an exist.ing ONE) and (4) a record change (a service
change request that does not involve central office work. such as a
suspend/reliltore order).

Service order coat. for UREa differ fr~ the service order cost for retail
services because the time needed for performance d1ffe~.. Po~ theee studies,
Southwestern 8el1 has identified specific work times and activities required to
provide a service order specifically for a ONE. NeV'ert:hel.ss. in these studi•• ,
the company uses the same methodology to develop costs for ONEs that it uses to
develop retail service order costs. Thilil methodology calcUlates the ti~ for
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eacb .c~hity iDvolvecl .w.tiplied by the labor rate of the appropd.ate C!IIIployee
handling the reque.t.

COST STOnY POll MAINT~CK or SImVICB

Thi. IItUdy idendUed the COsu to respond to trouble report. and to
isolate ~ identify the trouble. The c~e. ~.ed on this cost study will
apply "beD tIM! LaP rep~t. a 8USpeeted. failure of a uetvork elUll!J1t to the SNB'l'
Local Oparat1.0118 Center aad SWBT dispatch.a a technic!_ to .-Jte repain. The
cba.rge applies only if the trouble 18 not caused by SOT'. facilities or
equipllel1t. This co.t .t\ldy 1a structured the same .s the MaiDt~ of service
in SWBT'. ACees. Service Tariff P.C.C. Po. 13.
COfiI'S' STODY POll TIME AND MATEStIAL S&R.VIC2

'l'bi.a study identified cosu to repair equipmeDt provided by the LSP or ita
end uaer.

Attached .. Ixbibit B to Ms. Smith's te8ttmoay va. a chart ~iaiD9
theBe and other COilt studies sponsored by Ms. :Ro!:ley.

In her rebUttal test1Dlony ill PUD "~21.3 IWCl .97-442, .... Sllith addressed tb!
dir.e~ testimony by AT~T witnessea Petzinger, Klick, SegUra &D4 Rhinehart, and
she addressed the direct testimony filed by ace Staff "itneaseS HlavaC and
Krafcik. In her rebuttal testimony, Ms. smith demonstrated ~bAt:

ATI.:T'8 inputs are incorrect and tM OCC abauld de~.rmine that SWBT's
inputd are correct and reaaonable for calculating coste of UHE aDd
intel:'oonnec:tion services. AT&.T'1ii testimony ill inCOllBisten.t with its
agreement to olLdopt SWBT'II lWIOC1els in tbis proceeding. V&l:'iOUB
changes AT"T suggests are changes to AIOdeling itaclf aDd not solely
input diaa.gJ:eelDe11t8. OCC Scaff inpuu are le.. troubling, but they
alao incorporate incorrect as8~ption. regardin~ UNB cost
calculationlil.

Pundamental difference is AT.T's substitution of -futuristic
iDtr«structurew' for existing network that will be unbundled. This
difference manifests itself in various assumptions regarding IDLe,
dedicated ineide plant/dedicated outsi4e plant, oss fallout and

- copper fiU and other equipment Ull. AT&T' I approach is incorrect
because the ii" Act requires dete~ning the cost of SWBT network
that will be unbundled, not some future proposed network.

I. UNBIJNDLED LOCAL SWITCHING

".-.J"

Teetimcny -- SWBT has misused switching Cost Information System (-SeIS-)
model to generate basic switching investments_ Rebuttal -- AT'T 15 incorrect.
Consistent with bistorical use of th.is model, SWBT used SCIS correctly to
genera~. switching investments used for unbundled local switching study and
unbundled port studies.

Te8ti~ny -- SWBT did not use correct diacount- Recommend. a discount UBed
on initial switch pricing only. Rebuttal·· SWBT developed a reasonable method
of computing switch diseount based on a rating of gro~th and initial placements
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where discounts U8ed have ~ome from signed eontraets with ita switch vendors.
50 baais provided for discount AT.T proposes.

~••t~y -- SWBT aethodology used to calculate fu~ure relaee4 hardware
("JI'RH-) ia aot fontarc1 looking and u.jority of PRH 18 non-trattie .euitive
( "1ft'S-). Rebuttal - - SlGT ball••.ita report. OIl cODtinuillg pE'C!Perey recorda which

........J i8 aD lnveDtory of all it- equipllllnt and central offi,ce8 to c:alcu.1at.e PItH.
Information frc. this rflport baa been adjulited to IIIIIJce PItH Wvesbaent forward
looking.

Test:1m.oDy -- Getting started investment. ("Gil-) does IIOt J:eflect local
liwitch ell9ineeriJ)g practice.. R.eJ:)ut.tal -- SWBT \lAdertooJc val.idation to enIIurc
oorrect~y replioa~ed SNDT Oklahoma di9i~al switches.

"---.j

O •• _..J'°-

J
.~

'f'.nimo~ -- BqW.pment included in GSl i. N'1'S an4 8ho\l1d be recovered with port
cha~e. "butta1 -- ~. is a change 'to the SCIa model itself, oat ~ input
cUspu.te. SWB'1' im:luded all eqW.pmeJ1t Deeded to replicate sWitch in GSI •• traffic::
sensitive invesbDent. Treating it alit traffic sensitive is appropriate because
GSI equipment is driven by call proceaeing.

r ••tiaony -- ATI&T c::1aims that seT' 8 cii.count. IllUSt be based OD initial
~witch pricing only. Rebuttal -- SCIS is programmed to use awiech di.counts ••
an input ~o model expres8~d as a percentage. The switch discount (&ystem and
volume> i8 the effective dis;coun~ off the vendor' e list pdce. DisCOWlt i8 ba.sed
on 1997 (extended into 199B) signed agreement. with .pecific switch vendors.
Uliled signed vendor contracts tor DMS100 and SUS .,.,itches t.o determine
appropriate discounts for both init.ial placement of witcb and acSditional grOYth
jobs. ace Staff (Hlavac) supports. Weighting tbese 2 types of dhcount8
computed using S.t\ acce8S line growth over a 9-yea~ growth period based upon
pUblicly reported hi.toric experience. Thie ~pro~eh i. appropriate, as SWBT
....itness r>eere diseusse. :in his rebut~al testimony. because .witches are purchased
to meet initial demand and then grown at regular intervals (e.g., 2 year
periods) .

'l'euimony -- AT"T proposes discount methodology based on initial jobs only
(no actual discount percentage proposed) and treats all investment as iDlei.l.
aesultc in a lower dbcoWlt. Ilebuttal - - SCIS avoelops investment for existillg"
demand which consist.s of ewitchelJ in differene life cycle 8t;ageB. ThiD appJ:'Oach
accurately characterizelJ SWBT's network. Growth jobs tor addi~ion.l lines are
then placed on average every 2 years until switch is replaced. cannot phyeically
-flash cut- and replace entire network, which is prac~ical effect of what AT~T

proposes by only using discount. received on inieial Bwitch replaceMeP.t:. Under
AT&T'. approach, SWBT would be required to base its cost ae if all awitches were
being bid out at the .ame time. oce Staff witneas Hlavac agree& with SWBT.

T••timony .- oec Staff (Hlava.c) recommends increasing initial investment
by aoding in cost of first growth job at year 2. Ht expres.cs concerns with
acc8es llne growth percentage us.d. ~.buttal -. Increasinw initial investment
will o_crea$e switch till factor. thereby increasing ~aeh element'S overall cost.
Switch vendors negotiate discounts based on number of initial lines an4 growth
lines. Any shifting of growth lines to initial placement could atfect discounts.
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't••~iaIoay -. CX!C! Staff (Hlavac] recOllllleI1da ~Ulg groven investllaDt
plAced ift year 9 because it would not be needed. in last year of ew1tCb ure.
aebuttal -- Growth line. still .USt be added in last yaar of lite in order to
mettt demand for that year.

'l'••~ -- ace Staff recOl1llllends WiiDg avera.ge of 11ne growth fol:' Oklue.a,
or1ly. 'Rebuttal·· Acecs. liue gl:OWth U8~ in discO\lD~ oalculatioa by sWBT w••
based upon ~cen line !l%'owth for ite 5-atat. area. This 18 appropriate be~u..
d1scount~ are uegotiated a. syQtem-wide discount. and not etate--.pecific.

'I"••t.iao~ -- AT"-'!' daiu tbat llerger with 'acific Bell iJb,ou.ld. result ill
higber dieCCNDta tJw1 tbo8e currently uaK in local ."itching studies. ace Staff
cClIIcura aacl r.ea-.....t1" a 1\ izlC:::r:eaae ill initial disCO\Ult aIId 3' iocre... in
growth dbCOUDt.. Rebuttal -- Combining vol~ of theae 2 compAltie. does aut..
J.'epre"ent new reveJ).ue8 to awitch lIIilDufacturer. because both companiea already
have switch contract. with Sallie 'Vendors. No further diecount. "ill be provided.

'I'esti*ny -- OCC Staff claims tbat SWBT should use a forward looJc1Gg
a.swnptian. for minutes of use ('AMOU·). '1'b.ia revised .a8Ulllptioa would resu1t in
increasing MOO by 11.2\'. aabuttal -- SWBT's assumption based 011 total local.
toll anel access MOtJ meuured for 1996. These MOD' reflect usaye for switches in
Oklahoma, 801ft. of which are new and some of which bave been ill lIeEVice for ~

~rticular tillle and have had growtb added. scrs model lIWitches based on current
de~d tor each switch. This ensures that SCIS iuve8tment matches MOO. oce
Staff proposal is incorrect.. If MOO are increased, there IllUDt be a corresponding
increase in investment other than the processor to bandle the additional MOO on
the awit.ch. Additional investment: has DOt been included in unbundled local
awitch:i.ng study.

c. feat.ure Related aa~4war. Methodology

~e.~lmoay -- ATMT criticizes SWBT'S PRB methodology beeause it ~iolatea

forwarei looking p1'inciple of a LRIC cost study. Dividing investlft8nt by fOrMlrd
looking total switch develop1ll8nt invalidates the mal-yd.. ATMT complalna that
SWS'l' should have used SCIS llIOdcl to develop FIlH coat. Rebut.tal -- FRB illClw.ies
hardware components needed to provi.de features (e.9", 3 pon conference circuit.
need_a to provide J-"ay calling) which is not part of SCIS llIOdel office. seeause
FRH i. part of total .witch invest.raent an4 not included wir-hin SCIS lROdel office.
eosts were c411culated outside that model. SWB1' thea added FR.H to total swi~ching

inV'estment. In addition, SWST used its continuing property records (-CPlt-).
which i. a system that keep. a record of physical inventory for each central
office and include& prices paid for each price of eqYipment in that Dffice ..
required under PCC rules. Thb hardware will be pr~bioned ae part of the
unbundled switching element. (SWBT found slight duplication of investments in
FRH al.o included in SCIS but thi. equat.. to • less than l' change in total
local awi tChing investment.) AT&T testill\Ony incorrect bec.use CPR data only use
a starting point tD develop FRH investment components. not tbe actual dollar
amounts. A CUrrent Cost/BOOk cost Ratio then wae applied to the FRH investment
to convert it to current investment prices used in TELRIC. Current FRH
investment then was divided by current total 9"itc:n investment from SCIS. This
is consistent with LRIC cost studies as substantiated in swaT witness Dr .
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I.e......'. :l'4tbut~aJ. t.elllci..-ony. Balled upon t.his anlllY8i., ."itch pric;ea were not
declin1~ in the IIllJmer ATilT 8uggeete.

_.'

Ye.timony -- AT~T u-ed a PRH factor .epa~.tely fo~ traffic .8Q8itiVt and
Ift'S equipment • AT~T arsuea that aOllle of the PRH 1. IttS ud .hould DOt. he
recovered. i.u local 8witdling MOU charge. ReJ:)uttal -. X.sue i. IlOt .aD "input"
diaagreeaent. aWl'!' IIOdel pliLtfOrJl dread)' 41.tiuguiahee bet.ween traffic
.euiti~ aDd :N'l'S. AT'T'. ch&llge b a change in t.he IlIOdtl itaelf. A8 Ib:'. Deere
says in hb rebuttal testilllOl1Y, local awitc:hing cbaxge inclu4es all switch
feature capability, eo it h cons1&tent to have all FRH iDcludec1 .41 part of the
local lWitc:hiAg cost. Moreover, ATf&T ancs SnT agreed t.o use SWBT's cost
methodology in this proc:• .,1ng 80 this ieeus .bould no longer be suJ:)ject to
di.put•••• part of c•• ~l platfora itself.

7eatJJaoDy -- AT&T atatea t1Iat SCIS ccmes already loadad with *pu•• UId. the
UIOUnt of sparea in SWBT'. SCIS runs should be reduced to account for their
centralb::ed wax-ehouling. Accordingly, AT.T lIi1de an arbitrary 50\ reduction to
redUce the apar.. :l.D. eac:b office. ace Staff (Hl.avac) nC08llllende 25' reduction
in 5P4Z'•• instead of SO. reduction. Reuttal. -- The SCIS -.odel office 081 i.
co-.POsed of 2 main categories ot equipment: (i) central proc.asor and related
equipment, and tli) variou. equipment to get .wi~ch operational. SCIS computes
GSI tor each switch. Gnd this computatioft include. the initial investmept for
ceneral processor and related equipment, maintenance and test equipment, spare
components. etc. This is a model platform issue and not lUI input i ••us. Thus,
rabing it is contrary to the AT&.T/SWBT agreement. validation reviews have
C!onfirmed t.hat ~unt of spares within SCIS b comparable to actual spares
inventory in Ok1aho~ central offioes. No factual basis tor 50' reduction by
AT&T or 25' rec:Nctioa by ace Staff.

Te.t1mony • - ATilT claims it 11 inappropriate to include aSI and MOO COStli.
Rebuttal -- SCIS developed to ensure tbat inveetlMftt of "ery witch service 18
fUlly identified and attributed eo lea users. Tb~. include. determining tbe
investment ,associated "11th every "limiting resource~ of the switch (e.g., liPes.
trunk., c::all capacity, memory). GSI attributeCl to "limiting- resourc." that 1IIOU1d
C&Ulile switch to exhaust. Theae acti"iti.B ultilllately liftlit its capacity
Classification of equipment as traffic sensitive or NTS should no~ determine ita
inelu·sion or exclusion from OSl. Rather. it shoUld be driven by cost causat.!oo
because••• more usage occurs, more processor capacity i8 utilb:ed. AT"T "iew
tha~ processor inves~nt ia BTS violates coat causality. This same reasoning
applies to other components of CSI, such && lIIIlintenanc::e and test equipment. If
the GSI component. were conaiClered volume insensitive, as AT&T suggests. they
would becOlle shared inwstJfteftt8 of the hitch which then would be pusheCl down t:o
the element level (unbundled ·local switching- element). AT"T approach would
result in no effective difference.

XI • SWrTCH PORT S'l'tJDIBS

T•• timony •• AT.T allocates GSI to the portio It elai~s that 051 should
l:le trellted &8 NTs _ Rebuttal _. GSI is included in MOU cost: because it is
investment that must be replic~ted to repl.ce the switch. Characterizing it as
traffic sensitive or NTS is irrelevant Q5 to what is included in port cost study.
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A part coe~ ClIlly abguld ccm:ain QDIIt of tflxminating tP line or tnmk. All other
CQtllPOftut. are part of local IIlwitching coats (including all usage and feAtur••).
Even if AT£.T were correct, cost would not be associated with the port but with
the liae it.Mlf. SOT bas a different. purc::baaing _~hod for :ISDH. kDoWil U
fUDCt:ional pricing. 'l'bie pricing 1Ile~ that tbere ia a stated price p"" lipe in
the ISDB CODtract. 'there is Do eliscount per se. &CIS only will accept a
discount .vael not II prioe par line. so ISDIf (l1.count bad to be derived hued 011

f\1J1ctional price of t.he line for WI. 111 &CIS.

%u. UllBtJllDLBD 'l'UDD INITc:BIHG COST Snmy

'I'••ciJloay - - AT£.T zoecClllllllead. applyiDg awitcb. cU.oount: ctav.loped in ita
te.tillODy to t.U1buuIJled ~aJa4cJa GWit:ClbiulJ atudy. aebut..tal -- AT.T'. approach i.
WZ'OI1g. SNDT discounu applied within selS for tazadem s..,itching arc the ...
di.counts u!ed for unbundled local • ..,itching.

Tut1ll=y -- ace Staff rec:aMlellda keeping OSI in MOO' ad allocating all 081
to ue port. Kebuttal·- If GSl for tandems 18 aUoc:&t~ to the port, tha-re ia
no !:andut trunk port rate elemeut t.o include the cost of the 061: for the taPdelu.
Incorrece t.o alleeatoe cost of tandeJIs GSI t.o analog port. line because it. pJ!leSCLt8
a tmique· problem of how to recover this cost. Tandem GS! is correc:tly ideat.ified
now as part of the t~•• MOt1 cost.

xv. SS1 SltnQLllIO S'l'WIBS

T••ti,lIIOI1y _. AT.T witness nick recQllllll8Dds cbaDg1ag liak utilization for
the SiiRal Transfer Point (-STP·) to 40t. He also, claima that SWBT conceded
redundancy of STP i8 unnecessary in forvanl~looking' environment.. oce Staff
(HlaV&c] also recommended a .0\ STP utilization facto-r. RabUt~.l -- Mr. Klick
incorrectly changed utilization'to reflect maximull of 811> li.Dk utilization. swaT
u.ed act\lCll utilhatioa of S'l'P link in its scudy because it X'.nact. ehe TJUJUe
requirement that costs of each element must be attri~ted to greatest extent.
Spare capacity of link i. attri))utab1e to that link, 80 its cost IllUst be includecl
in the cost of the link. Hx'. Hlavac's recollllllel1dation appear. to be based upon
sWBT '. response to a data request "hen it stated that maxilllUlll an 1ink
ut.ilization ia 40\ which hi different than the opti_l utilization at i ..ue
herein. Larq8St. ~ct on utilization is PCC O~r requiring placeaent ot .. pair
of STP. in every LATA (instead of only il1 ujor metropolitan areas) to lIatbfy
IXC interconnection requirements. Also. major goal of SS? network ill
reliability. Excessive utilization II\RaDa that SWBT will have UAacceptaJ)le
service requirements. High utilization IlIU&t be balanced by peeea.ity of. getting
all call. efficiently through the network. Tni. balance in utilization was used
in SWBT'. studi... lledWldancy 1s not an hlSue and was not discussed in .my
deposition testimony. .

Teltimouy -. Mr. Klick states that SWBT used the tnediUll\ size S'l'P
configuration instead of using a roore ecooomioal lax-g. BTl' configux-atiOD.
~ebu~~al -- Mr. Klick incorrectly assumed SWBT, .a it did do in other .tates,
used t.he medium configuration instead of the large STP conUguration. This is
not the case. Th. S57 :!Studies provided to ATfoT clearly .how SWBT used the large
STP configuration. (See CCSC!S STP Total Investment RepoX"t run dated 1-23~97,

filed 7·14-97) .
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T••t1JlDDy -- fir. IQiQk .tate. chac the SCP u.ecl in SWBTls 8t.udiell is
outdAt.ed technology, violating LRte principles. Rebuttal -- The sc. used in
SWBT'. atudy 18 ~~ outdated technology. TbI!J'e Is DO currene replacelllellt for the
existing SCI', which i8 manufactured by Digital Equipaent CorporatiOA C-Dac-).
swaT'. SCI' inWlltlient vu balled on DBC'. lin pdc•• fraa 1995. A diaCOUDt fa.
tba vendoz' contract theD ... applied to tbb price liat. The next gen8l:'atioo 18
called, the lletwork Dat.aba.8 whioh 11 not available for purchue tocay and i. DOt.
PlU:'t of SWBT'. network.

'l'e.tilaoPy -- Mr. nick cSaveloped a dilloount to apply to the so .qulpaen~

prices. Tbi. ctbCOW1t i. baaec! on a tnnd.ing of SCI' discounts fram a hilltodca.l
period. bI:nItt.1 -- Mr. ·nick improperly extrapolated hill di_cOWlt baaed 011 the
deCl~iDe 1n DEC'. SCP pricea £1:'0-1 lP92 ~o 15196. '!'her.. i. no evidence to pzoove
that future di8Co=t. are indicative of discounts fzooa tlai. period of time.

v. OPBRATOll SDV'%CBS AHD DIUC:'1'01lY USlSTUCB

T.et~y -. Mr. Klick recommends modifying the ai.count applied to the
!lMS100 ""itCh price., for tbe ope~ator services aDd DA atudie.. Rehu~ta1 -- These
X'8COIl'IlIendations are inappropriate beef-use of the rea.one iltilted above a rt!lSPOlW8
to ATMT~ S l:'ecommenclatioD regarding switch eli.count.. SWBT'iI d1SCOu:ACS are
correct.

T••tiJl:lcmy - - ATtlt rec:ommcnda revising the fill factors UBed in the operator
services model to reflect 1llaX1mw utilization. lle13uttal -- The till factors ueed
in SWBT'. studi•• azoe baaed on the actual expected utili~ation of each piece of
equi~nt cousistent with applicable TELRIC costing, requil:'cmeatil.

T•• t1lD.ony -~ Mr. Klick cbaracted.zelil fill factors in the operator .ervic:~.

equipment u lower than should be expected. 1lebuttal - - Three reasODS
contribute to the utilization 18vel: (1) Service Control Unit Casco·) only CaD

be bought in & specific .1ze, which will increase the ~pare capacity in cases
where the 8CU capacity c10es not D'oeet call demand; (2) scus -.1S10 are raquind for
maintenance, Which Compounds the problem in areas where tbere is low utilization;
(3) redunc:iancy of SCOs b needed to meet service requirements and this JD\1st be
balanced with the cost of tlpare capacity in the equipment. FUrtben'Cl&:'e, SCU. are
deployed in pair., like the STPs (as Mr. Deel:'e di.scu••es) so the maximua
utilization for each SCU would be 35,".

Testimony·. MI:'. Klick .tates that -an efficient providezo of basic local
exchange service would not install 8ignific:ant exceltlll ccmputezo capacity up front,
in anticipation of growth because expansion of computer capacity can occur as
:needed simply by adding cards OJ: microchips.· J,ebuttal -- Mr. Klick incorrect:ly
assumes this equiPIHllt is similar to cQlllPUter equipment. This equipment only can
be purChased in .pecific .i~es and cannot be upgraded with c&J:ds or .ic~ochip•.

TtU!IItialony -- Mr. JUick clailll8 that application of .. fill factor to op8l:'ator
service~ equipment is fundamentally flawed. ~ebutt.l -- Mr. Klick ha. confused
the application of t.he fill factor to identify the spare capAcity wltn the
legitimate need to provide the equipment. even though the size of the equipment
exceeds current demand. SWBT'8 application of the till factor, based on current
utilization, and its subsequent application to current investment. is the correct
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JDethocS to identify ~n capacity of the equipmeut cd attribute it to tbe
appropriate eleMent.

".at1aoJay -- ATllT e~ludcd. expenses a.8oc:i.ted with operator Hxvic~.

aetb0d8/ training, ope~.tor ••%Vic.. aarketil19, operator sezv1ce. f-=iUt.ies
pers~l aet.iviti.8 aDd exchange carrier ralatiOJ18 activities. It al.a r-.ov-d
all ~. operator ~e. frOil the CDaI1IXl co.t allocator. "A1c:Ja l.av_'~ OIl

the flOOZ', (1... Mt included in any studyJ. oce: Staff (ltrafc:ik) recOllllleJJde
reMaViug ..rketing _xpenae. asaoc:iated vitA operator aervices. aehu.t~ - - It
i. iD<:Ofrec:t to remove theae expenee. because they u. all c:aaaidered 8bared
~. Of pnnridillg' operator services (inclucUng illlPlemel1tatiOG caats for
provi~ thea. types of eervicee to the CLECa). .ReIIloval of tha.. it.... "iolat••
t.he TBtlIlXC actbodo1ogy principle which allows for lIharlKl expen&eS to be
identiUed and pUShed cSOWD to the elClDlmt level. .

T••d.maAY -- OCC Staff quesdoD.l the incluaioa of tba GHO and tM 0Jt1~

noarec:rotriDg CORt. for the Branding Cost Study. ae1Ntta1 -- Hr. ltrafcik ' 8

questto. are unjustified. 'l'he expenses included in the atudy represent the
coats ot impleuenting the service and training of operators within Oklahoma.

V%. opUATICIl8 strPPOR.~ IYS'rJDIS AND XISCBLu,HBOtJ' IT'DDIIS

.,•• t:1mony -- AT.T removed tbe Illiljodty of equipment froa tn. ass study.
Rebuttal -- Mr. IClick removed the equipment items in the .tudy because they Are
~~t of the cOIl\puter investrftent included in the support &lIiJsets fact.or. The
computer investment 18 co~rectly caused by and aasociated with the study. Mr.
Hl.vac appears to agree. since he recOllllnende an adjUlltl'llel1t to tM lIupport •••e.ts
factor .

T••dlllOny -- Mr. Klick. proposed change. to the LIBD SMS cost study. He
claimed that there is double counting because the compute~ inv••~t. in this
study are included in the support asset. factor. Jle!)utta1 -- If the ccxaputer
inves~nt i. removed from the support assets factor, the re8ult would be de
minimus. It i. incorrect to remove this investment from the study.

Testimony (pOD-442 onlyJ -- Mr. lClic:k proposes a cha.oge in the S911
SWitching investment. This change involves applying AT,T'II switch e!iscountS.
Rebuttal - - There is nO baBill for the change a. discussed aboVe with respect to
AT~T·. proposed 8witcb discounts. Ae SWBT witnesa Hueleing di~CU88es in his
testiMOny, there ie • basi. for the nonrecurring Chargee. The purpose of theae
cnargee is to recover the costs associated with providing E911.

TestimoDy (PUO-442 only) -- Mr. Klick recommends removing the management
fee, elim1nating the gllographic zones for SOlIe of the costs, azuJ eliJ'llinating' tbe
Commission As_a.8.-nt (actually Other Taxes in OklahomaJ for tbe White Pages
atuc:ly. ..ebuttal -- The Illanagement fee paid to Yellow l'agea 18 • legitilNlte co.t
Of the liIervice and thus should be included in the cost of providing- White pages.
The Other Taxes is assessed upon revenue. Since providinw CLEC8 t~i. service
will generate revenues, the Other Taxes factor should .pply.

Te.tlmony (PUD-442 only) -- Mr. Klick p~opo.es a small upfront Directory
Listings charge. Each party should incur it .. ow costS for providing cUily
updates for Directory Li&tings. Rebuttal·- Mr. Klick states that the upfront
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coat: .hould require very lieUe labOr effort or computer t~.

identified the appropriate co.tB for tbi. service.

VI% • IlOIIIl.BCOaRDI COST 81'UDIU
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'l'Utsa::m.y - - AeliT prqx:>ses 'lWQX'ecurring GO.U i1:& tbia proee.ung which haw
4iffercm~ "nPlPd~ ehaD SWBT nonrecurring coat studies regarding ti.U8 for
activities, forward looking operaUOIUJ 8Upport Byet... used. flov thrOugh U1d
trea~t ot: loop. a. JOT. loop. Coot designed loops). aebuttllL1 - - AT&T ~.

recalculated swaTI. nonrecurring cost. based CD the &811\II\Ption. in Hr. Segura"
testiBOny. ATMT'. a8su.ptian. are based on tbe following fallacies:

llAfinition of ~Qnra:rd Looking Bfficient Operatioa support sy.t....
-. ATSt'l' contends tbat SWBT', systeN and practice. are not forw-.rd
looking. TO the CQDtrary, S'NBT bas basad it. ~ec:urring cost. on
OSS and proceeSUf it expect. to u.e for p~icUng 'service to CLEOI.
Xn molt c:aaea, it 18 the same proce8. used t.o provide IHzvice t.o
5MBT retail eust:am.r••

Time IatiDlates -- AT&T generally disagrees with tM tilllO .st.iIlIiLtes..
for the nonrecurriug studil", but its w1-tnell., Mr. Segura,
acIcDowledge. that &aterial -default- values, not OklaJJclna CLata, are
used. Thue, it i. not 8urprisiug that: AT&T'. time estimate.
represent unrealistically low expectations of the time needed for
act.ivities to provide CNEs in OklahoIM.

Manual vers\U!I electronic process for preo~dering and ordering -
AT.T alil8Ulll88 a ,1\ flow through for all ordering, preordering. It
extends tbis flov through value to all the back office legacy
systems down stream fraathe orc1eJ'ing process. The '" (referenced
in Segura'. testimony) flow through i. only aCbieved with swaT's
BASB syst_ "hicb was developed based em e:dAting flow through
experiel10ed by ita trained. experienced service rep%'e.entatiYeS •

AT&T'. use of thi. flow through number for nonrecurring costs i.
inappropriate because many of tbe processelil do not flow througb
under uy circWlletances. Moreover, the processes that have some flow
throu\lh would not be as bigh .liI gn.

'Loops &Ii designed circuit. -- A'1"T contends th.t all POTS loops
(i . ~. • 2 wire nondesigned loops) should be treated as -nOD
designed. • SOT's proc:ese for provisioning a loop a8 il ONE require.
th~t it be treated as a -designed- service.

'l'••tiaoDy -- AT.T and DeC Staff apply a 2' fallout "8\ flow through) to
all nonrecurring cost studies. Rebuttal -- AT.T °agre.liI tb.~ all SWBT ret.il
service. or WEs do not flaw through at. 9n. AT'T witnes. segura stat.ed that it:
only applied t:o -POTS- eervice {a a-w1re residence aervice). Segura clearly
di.tinguishe. between POTS and deaigned services, which he said would have a
higher fallour. rate. The 2' fallout percentage for use in any study is
inappropriate. AT&T should no~ have applied the 2\' fallout to the following
Oklahoma cost studies: Unbundled Network Element Manual Service Order ~ Cgmplex;
BRI Po~t Features Nonrecurring Cost Study; Unbundled Voice Graoe Interoffice
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